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The North Korean Economy: 
Leverage and Policy Analysis 



Summary 

North Korea’s dire economic straits provides one of the few levers to move the 
Democratic Peoples Republic of Korea (DPRK) or North Korea to cooperate in 
attempts by the United States, China, South Korea, Japan, and Russia to halt and 
dismantle its nuclear program. These five countries plus North Korea comprise the 
“six parties” who are engaged in talks, currently restarted, to resolve issues raised by 
the DPRK’s development of a nuclear weapon. This report provides an overview of 
the North Korean economy, its external economic relations, reforms, and U.S. policy 
options. 

In June 2008, the Bush Administration announced that it was lifting restrictions 
under the Trading with the Enemy Act and was starting the process to remove the 
DPRK from the list of State Sponsors of Terrorism. Other sanctions, including U.N. 
sanctions imposed following North Korea’s nuclear test, still remain in place. 

The economy of North Korea is of interest to Congress because it provides the 
financial and industrial resources for the Kim Jong-il regime to develop its military 
and to remain in power, constitutes an important “push factor” for potential refugees 
seeking to flee the country, creates pressures for the country to trade in arms or 
engage in illicit economic activity, is a rationale for humanitarian assistance, and 
creates instability that affects South Korea and China in particular. The dismal 
economic conditions also foster forces of discontent that potentially could turn 
against the Kim regime — especially if knowledge of the luxurious lifestyle of 
communist party leaders becomes better known or as poor economic performance 
hurts even the elite. 

Economic conditions in North Korea have been improving since the disastrous 
conditions in the mid-1990s but still are dismal for those out of the center of power. 
Crop failures and flooding have reportedly increased the potential for mass starvation 
in 2008, although progress in the Six Party Talks have open the way for deliveries 
of humanitarian assistance from the United States and South Korea. The DPRK has 
embarked on a program of limited economic reforms that include allowing open 
markets, allowing prices to better reflect market values, reducing dependence on 
rationing of essential commodities, trimming centralized control over factory 
operations, and opening areas for international investment. 

North Korea has extensive trading relationships with China and South Korea 
and more limited trade with Russia. Because of economic sanctions U.S. and 
Japanese trade with North Korea in 2006 and 2007 was virtually nil. The DPRK has 
been running an estimated $1.5 billion deficit per year in its international trade 
accounts that it funds primarily through receipts of foreign assistance and foreign 
investment as well as through various questionable activities. 

This report will be updated as conditions warrant. 
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The North Korean Economy: 
Leverage and Policy Analysis 

Major Points and Recent Developments 

• The economy of the DPRK (North Korea) is one of the few policy 
levers that countries can use to induce Pyongyang to abandon its 
nuclear program. 

• The economy of the DPRK is in dire straits with a considerable 
share of its population on the edge of starvation and in need of 
outside food aid. In 2008, Pyongyang is placing more emphasis on 
feeding its people. This likely is one reason that North Korea has 
been more cooperative in disclosing and ending its nuclear weapons 
program. 

• China and South Korean investments and trade with the DPRK are 
helping the country to secure needed imports of energy, food, and 
machinery for factories. North Korea’s trade deficit is being 
financed primarily through foreign aid, investments, and remittances 
from overseas workers, as well as through various illicit activities. 

• Other than recent financial sanctions, economic sanctions appear to 
have had little effect on the Pyongyang regime because China, 
Russia, South Korea, and other nations have traded and provided 
assistance to the DPRK, and the Kim Jong-il regime seems willing 
to allow starvation rather than open the country to outsiders. A fall 
of the Kim Jong-il regime seems unlikely at this time, although 
pressures apparently are building in some quarters in North Korea 
to look beyond the aging leader Kim. 

• Economic reforms (“adjustments”) in the DPRK are gradually being 
implemented, but the pace is slow and reversals of reform measures 
are frequent. 

• A February 2007 Six-Party Agreement calls for providing fuel and 
eventual normalizing of relations with the DPRK in response to 
specific actions by Pyongyang in regard to its nuclear program. 1 



1 For details on the Six-Party Talks, see CRS Report RL33590, North Korea’s Nuclear 
Weapons Program, and CRS Report RL33567, Korea-U.S. Relations: Issues for Congress, 
both by Larry A. Niksch. 
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• H.R. 2764 (P.L. 110-161) appropriated $53 mi llion for energy 
assistance for North Korea. In May 2008, the Bush Administration 
announced it would resume food assistance to North Korea by 
providing 500,000 metric tons. 2 

• Options for Congress include increasing its role in the Six-Party 
Talks through oversight, hearings, legislation, and policy 
discussions with the Executive Branch; continuing with the status 
quo (primarily a State Department effort) including an emphasis on 
human rights, non-proliferation, and actions to counter illicit 
activities; or to take a more rigid stance toward Pyongyang until it 
fulfills its commitments under the 2007 Six-Party Agreement. 



Recent Events 

• On July 11, 2008, Park Wang-ja, a 53-year-old housewife, was shot 
dead by a North Korean soldier while taking a pre-dawn stroll near 
a South Korea-managed resort on Mount Kumkang in North Korea. 
South Korea halted further tourist visits to the mountain resort 
(worth about $10 million per year to North Korea). (There is some 
speculation that this could be the DPRK military’s attempt to derail 
denuclearization under the Six-Party process.) 

• On July 12, 2008, North Korea agreed to disable its nuclear facilities 
by the end of October and, in return, the other parties pledged to 
provide promised energy aid to the North by that time. 

• In June 2008, the DPRK disclosed additional detail on its nuclear 
program. The Bush Administration announced that it was lifting 
restrictions under the Trading with the Enemy Act and was starting 
the process to remove (August 11, 2008, at the earliest) the DPRK 
from the list of State Sponsors of Terrorism. Other sanctions, 
including U.N. sanctions imposed following North Korea’s nuclear 
test, remain in place. 



Introduction 

On June 26, 2008, President Bush announced the lifting of the application of the 
Trading with the Enemy Act (TWEA) with respect to the Democratic People’s 
Republic of Korea (DPRK, or North Korea), and notified Congress of his intent to 
rescind North Korea’s designation as a State Sponsor of Terrorism. 3 According to 



2 For information on U.S. aid to the DPRK, see CRS Report RS21834, U.S. Assistance to 
North Korea, by Mark E. Manyin and Mary Beth Nikitin. 

3 U.S. Department of State. “North Korea: Presidential Action on State Sponsor of 
Terrorism (SST) and the Trading with the Enemy Act (TWEA).” Fact Sheet, June 26, 2008. 
This began the clock on a 45 -day period of prior notification of Congress (ending August 

(continued...) 




